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Statements on Auditing
Procedure

No. 22

May 1945
References to the Independent
Accountant in Securities
Registrations

Issued by the
Committee on Auditing Procedure,
American Institute of Accountants,
13 East 41st Street, New York 17, N. Y.
C o p y r i g h t 1 9 4 5 b y A m e r i c a n I n s t i t u t e of A c c o u n t a n t s

Statements on Auditing Procedure represent the considered opinion of the members
of the committee on auditing procedure expressed by formal vote after
examination
of the subject matter by the committee and the research department.
Statements of
the committee are not intended to be retroactive nor applicable to immaterial
items
and, except in cases in which formal adoption by the Institute membership has been
secured, the authority of the statements rests upon the general acceptability of opinions
so reached.

1. Since the passage of the Securities Act of 1933, accountants
and others have given much consideration to the nature and extent
of the responsibility of the accountant in connection with security
registrations under that Act and to the choice of language in such
registrations designed to express or explain clearly the responsibilities of the accountant as an expert.
2. Section 11 of the Securities Act of 1933 provides possible liability for false or misleading registration statements on the part of:
"every accountant, engineer, or appraiser, or any person whose profession gives authority to a statement made by him, who has with
his consent been named as having prepared or certified any part of
the registration statement, or as having prepared or certified any
report or valuation which is used in connection with the registration
statement, with respect to the statement in such registration statement, report, or valuation, which purports to have been prepared
or certified by him:" (Section 11 (a)(4))
3. However, this possible liability of the accountant may not
exist when:
"as regards any part of the registration statement purporting to be
made upon his authority as an expert or purporting to be a copy of
or extract from a report or valuation of himself as an expert, (i) he
had, after reasonable investigation, reasonable ground to believe and
did believe, at the time such part of the registration statement be-
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came effective, that the statements therein were true and that there
was no omission to state a material fact required to be stated therein
or necessary to make the statements therein not misleading, or (ii)
such part of the registration statement did not fairly represent his
statement as an expert or was not a fair copy of or extract from his
report or valuation as an expert;" (Section 11 (b) (3) (B))
4. The financial data which may appear in a registration statement or a prospectus in reliance upon the examination or review
of the accountant as an expert, are of two general types: (1) the
financial statements, usually consisting of balance-sheets, statements
of profit and loss and surplus, and supplementary schedules, and
(2) other financial data such as earnings summaries, sales and earnings tables, historical financial information, etc.
FINANCIAL STATEMENTS

5. The responsibility of the accountant in respect to financial
statements used in registration statements and prospectuses has been
discussed in several opinions of the Securities and Exchange Commission and is the subject of a number of its rules. Specifically, the accountant is responsible for the examination and review of those
financial statements used in the registration as to which he undertakes to express his expert opinion. His responsibility relates not
only to the propriety of what is set forth, but also to the inclusion
of such information as is necessary to make the statements not misleading. T h e Commission's statements accompanying Amendment 3
to Regulation S-X 1 discusses in detail the Commission's requirements in respect to the accountant's opinion. Rule 2-02 of Regulation S-X now provides:
" (a) Technical requirements
"The accountant's certificate shall be dated, shall be signed manually, and shall identify without detailed enumeration the financial
statements covered by the certificate.
" (b) Representations as to the audit
"The accountant's certificate (i) shall contain a reasonably comprehensive statement as to the scope of the audit made including, if
with respect to significant items in the financial statements any auditing procedures generally recognized as normal have been omitted,
a specific designation of such procedures and of the reasons for their
134
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omission; (ii) shall state whether the audit was made in accordance
with generally accepted auditing standards applicable in the circumstances; and (iii) shall state whether the audit made omitted any
procedure deemed necessary by the accountant under the circumstances of the particular case.
"In determining the scope of the audit necessary, appropriate
consideration shall be given to the adequacy of the system of internal check and control. Due weight may be given to an internal
system of audit regularly maintained by means of auditors employed
on the registrant's own staff. T h e accountant shall review the accounting procedures followed by the person or persons whose statements are certified and by appropriate measures shall satisfy himself that such accounting procedures are in fact being followed.
"Nothing in this rule shall be construed to imply authority for
the omission of any procedure which independent accountants would
ordinarily employ in the course of an audit made for the purpose
of expressing the opinions required by paragraph (c) of this rule.
" (c) Opinions to be expressed
"The accountant's certificate shall state clearly:
" (i) the opinion of the accountant in respect of the financial
statements covered by the certificate and the accounting principles and practices reflected therein;
" (ii) the opinion of the accountant as to any changes in accounting principles or practices, or adjustments of the accounts, required to be set forth by rule 3-07; and
" (iii) the nature of, and the opinion of the accountant as to,
any significant differences between the accounting principles
and practices reflected in the financial statements and those
reflected in the accounts after the entry of adjustments for
the period under review.
" (d) Exceptions
"Any matters to which the accountant takes exception shall be
clearly identified, the exception therto specifically and clearly stated,
and, to the extent practicable, the effect of each such exception on
the related financial statements given." 2
6 . These rules are not subject to any interpretation that the accountant is primarily responsible for such financial statements as
are covered by his opinion or that he has prepared them. As has
2
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been frequently enunciated by the American Institute of Accountants, the financial statements are primarily the statements and representations of the company. T h e fact that the statements are accompanied by the report of an independent public accountant does
not alter the situation. T h e accountant's representations are confined to and expressed in his report, or opinion, upon the statements.
T h e transactions with which the accounting records have to do, and
the recording of those transactions in the books and accounts are
matters within the direct or primary knowledge of the company;
the accountant's knowledge of them is a secondary one, based on
his examination. Accordingly, even though the form of the statements may show the influence of the accountant—it can only do so
if the company accepts, and adopts, the form of disclosure advised
by the accountant—the substance of the financial statements of necessity constitutes the representations of the company.
7. T h e position of the Securities and Exchange Commission is
not in conflict with this view that the accountant is responsible as
an expert only in respect to his opinions as expressed by his certificate
or report. T h e Commission has said:
"The fundamental and primary responsibility for the accuracy of
information filed with the Commission and disseminated among the
investors rests upon management. Management does not discharge
its obligations in this respect by the employment of independent
public accountants, however reputable. Accountants' certificates are
required not as a substitute for management's accounting of its
stewardship, but as a check upon that accounting." 3
and again (in requiring certification as to observance of auditing
standards)
". . . accountants may not be able to certify as to the correctness of
the figures appearing on the financial statements in the sense of
guaranteeing or warranting their correctness but can merely express
their opinion with respect to them . . ."4
8 . In view of the clarity with which the responsibilities of a person acting in his professional capacity as an independent accountant
have thus been defined and enunciated, it is important that the
language used in registration statements and prospectuses to iden3
4
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tify the financial representations contained therein should be equally
clear in characterizing the accountant's relationship to those representations. When financial statements are thus referred to by the
registrant, language comparable to the following should be used:
"The following financial statements and schedules have been examined by
independent certified public accountants,
whose report with respect thereto appears on the following page."
This statement might be supplemented, if desired, by a phrase
"and such financial statements and schedules have been made a part
of this registration statement in reliance upon the report of such
firm as experts" or "and such financial statements and schedules
have been made a part of this registration statement with the authority of the report of such firm as experts." T h e purpose is to
state that the accountant in his capacity as an independent expert
has examined the financial statements which are, however, the representations of the registrant and to direct attention to the expert
opinion of the accountant which should be read in conjunction with
those representations. T h e language to be used should avoid such
phrases as "has been prepared by
independent accountants" or "are stated on the authority of such firm as experts" for
they may be interpreted as imputing to the accountant greater responsibility in respect to the financial statements than has been contemplated by the Act, or is intended to be assumed by the accountant.
EARNINGS SUMMARIES, ETC.

9. Earnings summaries, sales and earning tables, historical financial information, etc., as included in registration statements and
prospectuses are, for the most part, extracts or summaries of information contained in financial statements included therein, or in
previous reports issued by the company. While no rules or opinions
of the Commission have been directed to the accountant's responsibility and possible liability for such representations, it seems apparent that it could not be greater than his responsibility with respect to the financial statements upon which they are based. As
the accountant cannot assume the primary responsibility for financial statements but can only express an expert opinion upon them,
it follows that the accountant's responsibility for earnings summaries,
historical financial information, etc., should be limited to those
opinions expressed or reflected by his report or certificate and his
consent.
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1 0 . As in the assertions made by the registrant to identify financial statements, it is important that the references identifying such
representations as sales and earnings tables, historical financial information, etc., clearly reflect the responsibility intended to be
placed on the accountant in respect to those representations. Statements such as the following may be used.
(1) "The following summary of earnings has been prepared, for
the y e a r s . . . , . . . a n d . . . from income statements examined by
independent certified public accountants, as contained elsewhere in this prospectus and should be read in conjunction with
those statements and related notes, and the opinions of the independent certified public accountants; for earlier years the information has been taken from the income statements contained in the
annual reports of the company to stockholders."
(2) "The summary of earnings shown below, which has been prepared from the statement of profit and loss for the three years ended
. . . included in the financial statements appearing elsewhere in
this prospectus, has been reviewed by
as experts, and
should be read in conjunction with such financial statements and
related notes, and the certificate of
"
Such language directs attention to the fact that, in so far as the data
have been prepared from financial statements which have been examined by the accountant, such data should be used and interpreted in
conjunction with the complete financial statements and the expert
opinions of the accountant as they are reflected in his reports related
thereto or elsewhere contained in the prospectus. Language which
suggests that the summary "has been prepared by
independent accountants" or is given "on their authority as experts"
might, when linked with or specifically referred to in his consent to
the use of his name, be interpreted as meaning that the accountant
had other responsibilities in respect to the representations made and
such terminology should, therefore, not be used.
1 1 . Wherever the accountant consents to the use of his name
in reference to summaries of earnings, other summaries, or historical financial information, he should take the responsibility for a
fair summarization or presentation. In certain circumstances this
may involve more than a cross-reference to the detailed statements.
T h e basic objective, of course, is that the summary should be constructed in such manner that there will be no materially different
interpretation thereof from that obtained in the consideration of
138
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the detailed statements. In any case where the accountant's name
is used in reference to summaries of earnings for prior years not
included in the registration statement, he should review the results
for those years to determine whether the information previously
published requires change due to substantial retroactive adjustments
and whether explanatory footnotes may be necessary.
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